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TUESDAY, FEBRUARY 2, 1960 


House or REPRESENTATIVES, 
SuBCOMMITTEE No. 2 oF THE 
CoMMITTEE ON THE District oF CoLUMBIA, 
Washington, D.C. 

Subcommittee No. 2 of the House District Committee met in 
room 445-A of the Old House Office Building, Washington, D.C., at 
10 a.m., to take testimony on H.R. 9876, Hon. Thomas G. Abernethy 
presiding. 

Members present: Representatives Thomas G. Abernethy, John L. 
McMillan, John Dowdy, William L. Springer, and Wint Smith. 

Staff members present: William N. McLeod, Jr., clerk; Hayden S. 
Garber, counsel; Ann L. Puryear, assistant clerk; Donald Tubridy, 
minority clerk; and Leonard O. Hilder, investigator. 

Mr. ABERNETHY. This subcommittee has met this morning to take 
testimony on H.R. 9876 by Mr. McMillan. 

(The bill is as follows:) 


[H.R. 9876, 86th Cong., 2d sess.] 


A BILL To provide for the regulation of finance charges for retail installment sales of motor vehicles in the 
District of Columbia; to provide the Commissioners of the District of Columbia with additional authority 
to carry out the purposes of section 7 of the Act approved oy J 1, 1902, as amended; to authorize the said 
Commissioners to impose certain requirements on persons licensed under the said Act of July 1, 1902; 
and for other purposes 


Be in enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That for purposes of this Act, unless the context 
requires a different meaning— 

(1) “Commissioners” means the Commissioners of the District of Columbia, or 
their designated agent. 

(2) “District’’ means the District of Columbia. 

(3) ‘Finance charge’ means the total amount to be added to the principal bal- 
ance to determine the balance of the buyer’s indebtedness to be paid under a retail 
installment contract. 

(4) “Governmental charges’? means the excise tax, personal property tax, in- 
spection fee, registration fee, recording fee, and such other fees charged by any 
government, or otherwise authorized by law, incident to the transfer of title to a 
motor vehicle as the Commissioners may by regulation include within such term. 

(5) “Instrument of security’? means any promissory note, retail installment 
contract or other written promise to pay the unpaid balance of the total amount 
to be paid by a retail buyer of a motor vehicle. 

(6) ‘‘Motor vehicle’? means any automobile, mobile home, motorcycle, truck, 
truck tractor, trailer, semitrailer or bus, but shall not include any boat trailer or 
any vehicle propelled or drawn exclusively by muscular power or designed to run 
only on rails or tracks. 

(7) ‘‘Person’”’ means an individual, firm, partnership, joint stock company, 
corporation, association, incorporated society, statutory or common law trust, 
estate, executor, administrator, receiver, trustee, conservator, liquidator, com- 
mittee, assignee, officer, employee, principal or agent. 

(8) ‘Principal balance’’ means the cash sale price of a motor vehicle, plus the 
amounts, if any, included in the retail installment contracts, if separate identified 
charges are stated therein, for accessories, insurance and governmental charges, 
less the amount of the purchaser’s downpayment, if any, in money or goods or both. 
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(9) ‘Retail installment contract’? means a contract entered into or to be per- 
formed in the District evidencing a retail installment transaction pursuant to 
which the title to or a lien or security in the motor vehicle, which is the subject 
matter of such transaction, is :etained or taken to secure the retail buyer’s obliga- 
tions. The term includes a chattel mortgage, conditional sale contract, and a con- 
tract in the form of a bailment or a lease if the bailee or lessee contracts to pay as 
compensation for use a sum substantially equivalent to or in excess of the value of 
the motor vehicle sold and it is agreed that the bailee or lessee is bound to become, 
or, for no further or a merely nominal consideration, has the option of becoming, 
the owner of the motor vehicle upon full compliance with the provisions of the bail- 
ment or lease. 

(10) “Retail installment transaction’’ means any transaction in which a retail 
buyer purchases a motor vehicle for a price in excess of the cash sale price and 
agrees to pay part or all of such price in one or more deferred installments. 

Sec. 2. (a) Notwithstanding the provisions of any instrument of security, re- 
financing contract, or other instrument to the contrary, made or entered into on or 
after the effective date of this section, no person shall charge, contract for, receive, 
or collect a finance charge on any instrument of security if such charge exceeds the 
larger of $25 or an amount determined under the following schedules: 

lass 1. Any new domestic motor vehicle designated by the manufacturer by 
a year model not earlier than the year in which the sale is made and any new 
foreign motor vehicle—$8 per $100 per year. 

Class 2. Any new domestic motor vehicle not in class 1 and any used domestic 
motor vehicle designated by the manufacturer by a year model of the same or 
not more than two years prior to the year in which the sale is made and any used 
foreign motor vehicle not more than two years old—$11 per $100 per year. 

Class 3. Any used motor vehicle not in class 2, and, if a domestic motor vehicle, 
designated by the manufacturer by a year model not more than four years prior 
to the year in which the sale is made, and, if a foreign motor vehicle, not more 
than four years old—$14 per $100 per year. 

Class 4. Any used motor-vehicle not in class 2 or class 3—$16 per $100 per year. 

(b) The finance charge authorized by the preceding subsection shall be com- 
puted on the principal balance payable for a motor vehicle from the date of the 
instrument or contract until the maturity of the final installment, notwithstanding 
that the balance thereof is required to be paid in installments. 

(c) For a period less or greater than twelve months or for amounts less or 
greater than $100, the amount of the maximum charge set forth in the foregoing 
schedule shall be decreased or increased proportionately. 

(d) The Commissioners shall from time to time investigate the economic con- 
ditions and other factors relating to and affecting finance charges for retail install- 
ment transactions, and shall ascertain all pertinent facts necessary to determine 
what maximum charges should be permitted in such transactions. Upon the 
basis of such ascertained facts, the Commissioners, notwithstanding the provisions 
of the preceding subsections, shall from time to time by regulation or order de- 
termine and fix the maximum finance charges for retail installment transactions 
sufficiently high to result in a fair return on investment to persons engaged in the 
business of financing retail installment transactions, but not so high as to consti- 
tute an unreasonable economic burden on the purchasers of motor vehicles under 
retail installment transactions. The Commissioners may from time to time, upon 
the basis of changed conditions or facts, redetermine and refix any such maximum 
finance charge, but, before determining or redetermining any such maximum 
charge, the Commissioners shall give reasonable notice of their intension to con- 
sider doing so, and provide a reasonable opportunity to persons desiring to be 
heard with respect to any such proposed determination or redetermination. 
Notice of the action proposed by the Commissioners shall be published once a 
week for two consecutive weeks in one or more of the daily newspapers published 
in the District. Any such changed maximum finance charge shall not affect any 
preexisting instrument of security lawfully entered into between the seller and 
the purchaser of any motor vehicle. 

(e)(1) The Commissioners are hereby authorized to make and enforce such 
regulations as they in their discretion deem appropriate to carry out the purposes 
of this section including, without limitation, provisions: 

(i) governing the form and substance of instruments of security; 

(ii) requiring that installment payments under instruments of security be 
made at regular intervals in substantially equal amounts; 

(iii) requiring that amounts due under instruments of security may be 
prepaid and that the unearned charges, whether for finance, insurance or for 
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other purposes, attributable to or resulting from such prepayments shall be 
refunded or credited in whole or 1n part; 

ame establishing maximum delinquency, collection, repossession and other 
charges; 

(v) specifying the types and maximum amounts of insurance which may 
be required, at the expense of the retail buyer, to protect from loss the seller 
in a retail installment transaction or his assignee or any other person entitled 
to payments from a retail buyer under an instrument of security; 

(vi) requiring that motor vehicles repossessed either under conditional 
sales contracts or chattel mortgages be sold by public auction, after due notice, 
and providing a right of redemption prior to any such sale, subject to condi- 
tions to be established by the Commissioners; 

(vii) requiring the books and records of persons engaged in the business of 
financing retail installment transactions to be subject to production for 
examination by the Commissioners. 

(2) The Commissioners are further authorized, in their discretion, to make and 
enforce such additional regulations as they deem necessary to insure that pur- 
chasers of motor vehicles under instruments of security are not being required, 
directly, or indirectly, to pay finance, insurance or other charges in excess of those 
authorized by the Commissioners pursuant to the authority vested in them. 

(3) In exercising their powers and authority under this subsection (e), the 
Commissioners are authorized, in their discretion, to classify transactions (i) 
according to the parties to retail installment transactions, or (ii) according to the 
parties to the instruments of security, or (iii) according to the parties involved in 
repossessions, or (iv) according to other bases, or (v) according to two or more of 
the foregoing clauses (i) through (iv), and to exercise such powers and authority 
under this subsection with respect to any one or more of any classifications so 
made or with respect to all of said classifications. 

Sec. 3. (a) In connection with the licensing of persons under the authority of 
section 7 of the Act entitled ‘‘An Act making appropriations to provide for the 
government of the District of Columbia for the fiscal year ending June 30, 1903, 
and for other purposes’’, approved July 1, 1902, as amended (title 47, ch. 23, 
D.C. Code, 1951 ed.), the Commissioners, in their discretion, in order to protect 
the public against financial loss, may by regulation require applicants for initial 
and subsequent licenses issued under the authority of such section: 

(1) to furnish and keep in force a bond running to the District, or to 
provide such other means of protection, as the Commissioners may by regula- 
tion determine, to protect members of the public against financial loss by 
reason of the failure of the licensee or of any dealer, salesman, officer, agent, 
employee, or other person acting on behalf of said licensee, to observe any law 
or regulation in force in the District of Columbia applicable to the licensee’s 
conduct of the licensed business; 

(2) to procure and keep in force public liability insurance or property 
damage insurance, or both; 

(3) to pay to the District a fee to cover the cost, as estimated by the Com- 
missioners, of investigating the applicant for an initial license, which fee shall 
be nonreturnable; 

(4) to appoint the Commissioners as their true and lawful attorney upon 
whom all judicial and other process or legal notice directed to such person 
may be served. 

(b) The bond authorized by this section shall be a corporate surety bond in an 
amount to be fixed by the Commissioners, but not to exceed $25,000, conditioned 
upon the observance by the licensee and any dealer, salesman, officer, agent 
employee, or other person acting on behalf of said licensee, of all laws and regula- 
tions in force in the District applicable to the licensee’s conduct of the licensed 
business, for the benefit of any person who may suffer damages resulting from the 
violation of any such law or regulation by or on the part of such licensee or any 
nem salesman, officer, agent, employee, or other person acting on behalf of the 
icensee. 

(c) (1) Any person aggrieved by the violation of any law or regulation applicable 
to a licensee’s conduct of the licensed activity shall have, in addition to his right of 
action against such licensee, a right to bring suit against the surety on the bond 
required by this section, either alone or jointly with the principal thereon, and to 
recover in an amount not exceeding the penalty of the bond any damages sustained 
by reason of any act, transaction, or conduct of the licensee, a dealer acting on 
behalf of a licensee, and any salesman, officer, agent, employee, or other person 
acting on behalf of said licensee, which is in violation of law or regulation in force 
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in the District relating to the licensed activity, and the provisions of the second, 
third (except thelast sentence thereof), and the fifth subparagraphs of paragraph 
(b) of the first section of the Act entitled “An Act to grant additional powers to 
the Commissioners, and for other purposes’’, approved December 20, 1944 (58 
Stat. 820; sec. 1- -244(b), D.C. Code, 1951 edition), shall be applicable to such bond 
as if it were the bond authorized by the first subp: aragraph of such paragraph (b) 
of the first section of said Act approved December 20, 1944: Provided, That 
nothing in this subsection shall be construed to impose upon the surety on any such 
bond a greater liability than the total amount thereof or the amount remaining 
‘Teattinanas after any prior recovery or recoveries. 

(2) Upon the commencement of any action or actions against the surety upon 
any such bond, for a sum or sums which the Commissioners determine may result 
in depriving members of the public other than the plaintiff or plaintiffs in said 
action or actions of adequate protection under said bond, the Commissioners may 
in their discretion require a new and additional bond, in such amount as the 
Commissioners may prescribe but not exceeding the amount of the existing bond, 
which shall be filed with the Commissioners within thirty days of the demand 
therefor. Failure to file such bond within the prescribed time shall constitute 
cause for the suspension or revocation of the license theretofore issued. Upon 
service of process upon it in every action upon a bond given under this section, 
and also upon notice to it of each claim under such a bond, the surety shall 
immediately notify the Commissioners. The notification given the Commission- 
ers, the requirement by the Commissioners of additional bond, the findings, if 
any, of the Commissioners upon which such action is based, and the additional 
bond filed, shalk not be referred to in any way and shall not be evidence of any 
fact at the trial of any action commenced against the surety on any bond. 

Sec. 4. Subparagraph (a) ot paragraph 46 of section 7 of the Act entitled ‘An 
Act making appropriations to provide for the government of the District of 
Columbia for the fiscal year ending June 30, 1902, and for other purposes”’, 
approved July 1, 1902, as amended (sec. 47-2345, D.C. Code, 1951 edition), is 
amended by striking the words “to revoke” and inserting in lieu thereof the 
words “‘to suspend or revoke’’. 

Sec. 5. With the exception of the function of making regulations to carry out 
the purposes of this Act, the Commissioners are authorized to delegate, with 
power to redelegate, any of the functions vested in them by this Act. 

Sec. 6. The Commissioners are authorized to promulgate regulations to carry 
out the purposes of this Act: Provided, That no such regulation shall become 
effective until after a public hearing has been held thereon. 

Sec. 7. No person shall make any statement required or authorized by this 
Act to be filed with the Commissioners, knowing that the information set forth 
in such statement is false. 

Sec. 8. Any person who shall willfully violate any provision of this Act or of 
any regulation promulgated by the Commissioners under the authority of this 
Act, shall be guilty of a misdemeanor and shall be punished by a fine not exceed- 
ing $500 or by imprisonment for not more than six months, or both. 

Sec. 9. Prosecutions for violations of this Act, or of the regulations made 
pursuant thereto, shall be conducted in the name of the District by the Corpo- 
ration Counsel or any of his assistants. As used in this Act the term ‘ Corpo- 
ration Counsel’’ means the attorney for the District, by whatever title such 
attorney may be known, designated by the Commissioners to perform the func- 
tions prescribed for the Corporation Counsel in this Act. 

Sec. 10. The authority and power vested in the Commissioners by any provi- 
sion of this Act shall be deemed to be additional and supplementary to authority 
and power now vested in them, and not as a limitation. 

Sec. 11. If any provision of this Act or the application thereof to any person 
or circumstance is held invalid, such invalidity shall not affect other provisions 
or the application of this Act which can be effected without the invalid provision 
or application, and to this end the provisions of this Act are severable. 

Sec. 12. This Act shall take effect sixty days from the date of approval. 


Mr. McLaueuuin. Mr. Chairman, my own testimony will be very 
brief. I have Principal Assistant Corporation Counsel Korman and 
Assistant Corporation Counsel Bryan with me. 

Mr. ABerNaTHY. Do you wish for them to move to the table 
with you? 
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STATEMENT OF ROBERT E. McLAUGHLIN, PRESIDENT, BOARD OF 
COMMISSIONERS FOR THE DISTRICT OF COLUMBIA 


Mr. McLavueuuin. Yes; could they? 

My name is Robert E. McLaughlin. I’m president of the Board 
of Commissioners for the District of Columbia. It certainly gives 
me pleasure to have the opportunity of kicking off this testimony 
this morning since I, omielh in the past have had considerable ex- 
perience with this type of abuse of the public. 

I will speak very briefly and then ask the two Assistant Corporation 
Counsels to take over. 

Sometime during the summer or the fall we issued an order in the 
Corporation Counsel’s Office to proceed with the drafting of regula- 
tions and amendments to our existing regulations to regulate the sale 
of used cars, particularly in the District of Columbia. 

As the committee is aware under our general licensing powers we 
have already licensed dealers in this trade. However, we have drafted 
amendments to the regulations set up for the regulation of automobile 
dealers, and we have also drafted a new set of regulations for the 
licensing in connection with which automobile salesmen will be 
licensed. A hearing was held on the amendments to the dealers’ 
regulations and the new salesmen’s regulations on January 22. 

he Board of Commissioners expects to hand these regulations 
down and make them effective on the 9th of February. 

In attempting to improve the situation as much as we could imme- 
diately under our general licensing powers, we progressed in that 
direction. However, we found very quickly that we could not, under 
our general licensing powers, establish maximum charges in connec- 
tion with installment purchases of automobiles, nor could we require 
the giving of bonds by dealers in this business. Therefore, at the 
same time we started the drafting of a bill which has now been intro- 
duced as H.R. 9876, on which this hearing is being conducted. 

Mr. Chairman, the details of this bill perhaps can better be dis- 
cussed by the Assistant Corporation Counsel who have drafted the 
legislation. However, the Board of Commissioners acted to approve 
the 8 percent and the terms of the bill. We have not got into all 
the details. We had a request from Chairman McMillan to draft 
such a bill and the bill, upon its completion, was transmitted to the 
— and to Mr. McMillan by the Corporation Counsel, Chester 

ray. 

The Board of Commissioners, I want to testify, feels that there 
have been many unfair practices in existence in the community. We 
particularly want to commend Miss Ottenberg for the good work 
that she has done in bringing all this to the attention of the public, 
as well as the Board of Commissioners. . 1 want to say that we acted 
as rapidly as we could in amending the existing regulations and in 
promulgating new regulations. We are very happy to be here this 
morning to lend a sense of urgency to the passage of this legislation. 

Mr. AperNetHy. All right, Mr. Commissioner. 

Are there questions, gentlemen? 

Mr. Dowpy. I have none. 

Mr. McLavweu.in. In case you have detailed questions you may 
find that you would rather discuss them with Corporation Counsel. 

51778 O—60-——2 
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Mr. Downy. That may be true. I think Miss Ottenberg did a 
wonderful job in her series of articles. I read them with a great deal 
of interest and know something needs to be done. 

My question mostly on the bill, I’ve read it through just once, I 
don’t recall that there is any requirement in it of a minimum down- 
payment. 

Mr. Asernetuy. Mr. Dowdy, may I make this suggestion? If 
Corporation Counsel is going to explain the bill, it might be better 
with your permission that we have that and then—because if we get 
into answering questions now in the middle of the bill—would it be all 
right with you to wait until the Corporation Counsel has made a 
statement regarding the details of the bill? Is that what you propose 
now, Mr. Commissioner? 

Mr. McLaveuuin. It might be better; yes, sir. 

Mr. ABERNETHY. Would that be all right with you? 

Mr. Downy. All right. There’s one more question, though, that 
maybe the Commissioner won’t be here, that occurred to me. These 
rates of interest that are set up in the bill amount to extortion, in my 


mind. They're charging them 16 percent interest on a new car. | 


That’s rather usurious, I think. 

Mr. McLavueuurn. That 16 percent is on cars of over 4 years of 
age. 

Mr. Downy. That’s on a new car, it’s $8 per $100 per year on a 
declining balance, which would amount to about 16 percent interest. 

Mr. McLaveuuin. I[ understand what you’re saying. 

Mr. ABERNETHY. I think with all deference to John, I think we’re 
going to get ourselves confused before we find out what the Com- 


ee 


missioners tell us is in the bill and I think we ought to give—I mean | 


before the Corporation Counsel tells us what is in it. 

Mr. McLaveutuin. They followed the legislation in other jurisdic- 
tions. In fact, the Commissioners have very carefully studied this. 
I imagine this will be put in or perhaps I can offer it myself. 


Here is, Mr. Chairman, a four-page analysis of the existing legisla- | 


tion in all of the States. I believe there are 30-some States which 
have this general type of legislation. 
Mr. ABERNETHY. That will go in the record now without objection. 
(The analysis of existing legislation reads as follows:) 
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Regulatory States 


I. LICENSING, DISCLOSURE, RATE CAP 





State 


Type of regulation 








Colorado, 1959.........-- 


Connecticut, 1955_..._._- 
weewem@a, 1067.........-.i. 


Indiana, 1935 (combined 
finance and insurance). 


IT. cacccccecwnndl 


Kansas, 1056............- | 


Louisiana, 1958___.._..-- 


Maine, 1957 


Maryland, 1954 


Massachusetts, 1959 


Michigan, 1950: ........- 


Minnesota, 1957-........- 


Mississippi, 1958_........ 


Montana, 1959........... 


Nebraska, 1959 


Motor vehicle (separate act) __. 


All goods on cash sale price 
$6,000 or less: Motor vehicle 
only. 


Motor vehicle only----- 


All goods on sales of $5,000 or 
less: 
Motor vehicle: 
Cae 1. ....... <osseue 
Class 2.. 


I Tita in'adiiencisadcsimines 
cg” ee ee 


Motor vehicle only 
dealer licensing). 


(only 


All goods: 
Motor vehicle._........-- 


Other goods_._.-.......-.. 


Motor vehicle only_.......--- 





| All goods on sales of $2,000 or 

| less (except motor vehicle— 
all motor vehicle rate cap): 
motor vehicle only. 

Motor vehicle 


oods: 
Motor vehicle............. 


All 
CECE ONIN iii aidan cme 
All goods: 


Motor vehicle... w-4p-=---- 


OU Ca reccicicuncecs 








Class 4 (house trailers)_| 


New, 





Rate CAP 


New, $8, per $100. 

Current and 2 years, $12 per $100. 
3 and 4 years, $15 per $100. 

Over 4 years, $17 per $100. 

New, $7 per $100. 

Current and 2 years, $9 per $100. 

3 and 4 years, $12 per $100 

Over 4 years, $14 per $100. 

Over 4 years, balance $300, or less, $15 per $100. 
New, $8 per $100. 

Current 1 and 2 years, $11 per $100. 
3 and 4 years old used, $14 per $100. 
Over 4 years, $17 per $100. 





12 months, $10.304 per $100; 24 months, $18.350 
per $100. 

12 months, $15.596 per $100; 24 months, $28.100 
per $100. 

12 mene $25.68 per $100; 24 months, $36.245 


per 

12 ae $14.596 per $100; 24 months, $27.089 
per $100. 

2 percent of principal balance plus 1.875 per 
month on declining balances. 

1% percent per month. 

1 and 2 years old use, 1% percent per month. 

3 and 4 years old used, 244 percent per month. 

Over 4 years old used, 24 percent per month 
plus 

May be converted to add-on charges. 


New, $7 per $100. 

1 and 2 years old used, $10 per $100. 

Over 2 years, $13 per $100. 

Up to $300, $12 per $100. 

$301 to $1,000, $9 per $100. 

Over $1,000, $8 per $100. 

New, 1% percent per month. 

1 and 2 years old used, 1% percent per month. 

3 and 4 years old used, 244 percent per month. 

Over 4 years old used, 24 percent per month 
plus. 

May be converted to add-on charges. 

New, $8 per $100. 

Current 1 and 2 years, $10 per $100. 

3 years and over used cars, $13 per $100. 

New, $9 per $100 

Current 1 and 2 years, $12 per $100. 

Over 2 years, $15 per $100. 


New, $8 per $100. 
Current 1 and 2 years, $10 per $100. 
Over 2 years, $12 per $100. 
New or used, current and 1-year-olds, $6 per 
$100. 
Nee or used, 1 to 2 years, $9 per $100. 
Over 2 years, $12 per $100. 
New, $8 per $100. 
Current 1 and 2 years, $10 per $100. 
3 and 4 years old used and older models, $13 per 
$100, $3 flat. 
New, $7 per $100. 
Current and 2 years old, $10 per $100. 
3 and 4 years old used, $13 per $100. 
Over 4 years, $15 per $100. 


New, $7 per $100. 

Current and 2 years, $9 per $100. 
Over 2 years, $11 per $100. 

Up to $300, $11 per $100. 

$301 to $1,000, $9 per $100. 

Over $1, 000, $7 per $100. 


New, $8‘per $100. 

Current and 2 years, $10 per $100. 
3 and 4 years, $13 per $100. 

Over 4 years, $15 per $100. 

Up to $300, $12 per $100. 

$301 to $1,000, $10 per $100. 

Over $1,000, $8 per $100. 











AUTOMOBILE FINANCING 


Regulatory States—Continued 
I. LICENSING, DISCLOSURE, RATE CAP—Continued 





State 


Type of regulation 


Rate CAP 





New Mexico, 1959__._._- 


Pennsylvania, 1947_-.___- 


South Dakota, 1957_..._- 


Wisconsin, 1953. .......- 


Motor vehicle only._.......-- 


Motor vehicle. (separate act) 
1956. 


Other goods. 1957_............- 
Motor vehicles only... _..- paians 








New, $8 per $100. 

Current to 2 years, $10 per $100. 
3 and 4 years, $12 per $100 

Over 4 years, $14 per $100. 
New, $7 per $100. 

Current and 2 years, $10 per $100. 
Over 2 years, $13 per $100. 

$10 per $100. 

New, 6 percent. 

Current and 2 years, 9 percent. 
Over 2 years, 12 percent. 


New, approximately $7.50 per $100. 
Current and 2 years, approximately $10.00 per 
00 


Over 2 years, approximately $15.00 per $100. 


New, $7 per $100 

Current and 2 years, $9 per $100. 
3 to 5 years, $12 per $100. 

Over 5 years, $15 per $100. 





II. NO LICENSING, DISCLOSURE, RATE CAP 





California, 1941-60. ...... 


Colorado, 1959........... 


Florida, 1957............. 
Kentucky, 1954.......... 


Nevada, 1953...........-. 
North Dakota, 1957-59... 


Ohio, 1949 (combined 
finance and insurance). 
Oregon, 1957.:........... 


Sy Se ictnatpncsecen 


7 vehicle (separate act) 
Other goods (separate act) 1960. 


Other goods except motor 
vehicle (separate act). 


I a as oe 
Motor vehicle only............ 


ER Ss. ccs cece 
I eee tranincnwiere 


Motor vehicle only............ 


All goods (on sales of $7,500 or 
less). 


1 percent per month. 


Up to $1,000, 56 of 1 percent. 

Over $1, 600, 34 of 1 percent. 

Up to $300, ‘$15 per $100. 

$301 to $1,000, $12 per $100. 

Over $1,000, $10 per $100. 

$10 per $100. 

New, $9 per $100 

1- and-2 year old ‘used, os toad $100. 
Over 2 years, $15 per $100 

1 percent per month. 


New, $7 per $100. 

Current and 2 years, $10 | $100. 
Over 2 years, $13 per $100 

$10 per $100. 

$8 our “$100 plus $21. 


New, $8 per $100. 


New and used, 1 and 2 a, $10 per $100. 


Over 2 years, $12 per $100 
1 percent per month. 





. LICENSING, DISCLOSURE AND NO RATE CAP 





New Jersey, 1941_....... 


Combined finance and insur- 
ance. 





. NO LICENSING, DISCLOSURE, NO RATE CAP 





SS es 
Tlinois, 1957............. 


Massachusetts, 1935_ .-_- 
New Mexico, 1959... .- 


Combined finance and insur- 


ance 

Goods other than motor ve- 
hicles. 

Separate act. ......... idan 





V. RATE 


CAP BY CONSTITUTIONAL LIMITATION ON LOANS 





Arkansas, 1952........... 


10 percent per annum simple interest. 





ISCLOSURE BY ADMINISTRATIVE REGULATION 





District of Columbia - -- 





VII. INSURA 


MINISTRATIVE REGULATION 





er ee 
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Mr. ABERNETHY. Which one of the assistant members of the Cor- 
ration Counsel do you wish to explain this bill. Mr. Korman or 
r. Bryan—whom are you calling? 

Mr. McLaveuurn. Mr. Korman. 

Mr. ABERNETHY. All right, Mr. Korman. 


STATEMENT OF MILTON D. KORMAN, PRINCIPAL ASSISTANT 
CORPORATION COUNSEL 


Mr. Korman. I am Milton D. Korman. I am Principal Assistant 
Corporation Counsel of the District of Columbia. 

May I say to the committee that in the drafting of the regulations 
that Mr. McLaughlin mentions, we were assisted, those in the Cor- 

ration Counsel’s Office, by representatives of industry and of the 
c. association. Among those who sat with us were Mr. Maurice 
Murphy, who is the executive vice president of the National Associa- 
tion of Automobile Dealers for this area, Mr. Louis Mann, their 
counsel, Mr. Bernard Margolius, who represents a group of used-car 
dealers who have formed an association, Mr. Daniel Partridge, and 
Mr. Lee F. Dante, who represented the bar association. 

They worked with us over a long period of time in formulating 
the regulations. Not all of them sat in on the final discussions on 
this bill which is before you this morning, although some did. 

The bill would provide that the limited charges may be made for 
financing automobiles. 

In answering the question of Mr. Dowdy, the amounts that you 
have here are not interest charges but they are finance charges. 

Mr. Downy. What’s the difference? 

Mr. Korman. The courts have held that the amounts charged for 
the financing of a purchase is not interest, that one may sell an article 
for one price as a cash proposition, and for another price as a time 
proposition. If the charge is made for selling an article on time, which 
may be in excess by a good deal of the cash price, the difference 
between the cash and time price has been held by the courts, univer- 
sally, not to be an interest charge. 

Mr. Downy. I’m not sure “universally” is correct. 

Mr. Korman. So far as I know, no courts around the country 
have held otherwise. I won’t say that that is an absolute proposition, 
but o far as I know all of the decisions have been uniform in that 
regard. 

Mr. Dowpy. Our courts hold that anything that is charged as 
what you might call rent on money amounts to interest, regardless 
of what the lender calls it. 

Mr. Korman. Actually, what is done in the sale of merchandise 
on time this way, is that one price is established as a cash price and 
another price is established as a time price, and the difference between 
the two has been held by the courts not to be interest, and so it’s 
not governed by the ordinary usury statute. 

Mr. ABERNETHY. How did you arrive at the rates? 

Mr. Korman. The rates we have in this bill are the rates which 
are fixed in a model bill that was drafted by the American Finance 
Conference, which is made up of all of the major finance companies 
throughout -the country. 
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Mr. Asernetuy. How do they relate to rates in other jurisdictions? 

Mr. Korman. I don’t know that I have the figures immediately 
before me, but the figures that we have here for the new-car rate, that 
is $8 a $100, is lower than what it is in nearby Maryland, for instance, 
and is—if you have that paper before you that Commissioner Mc- 
Laughlin handed up, you will see that. 

Mr. Dowpy. Maryland is $9 according to this. 

Mr. Korman. Maryland is $9 a $100 for new cars. On the cars 
from 1 to 2 years old, Maryland law provides for a $12 charge per 
$100 for 1 year. The bill before the committee provides for an $11 
per $100 per year, and in class 3——— 

Mr. Apernetuy. Does the bill fix that as the rate or provide that 
it should be the maximum? 

Mr. Korman. We provide this should be the maximum. 

Mr. ABERNETHY. Which probably would be the rate. 

Mr. Korman. No; I’m told that that is not so, Mr. Chairman. 

Mr. AserNnetuy. All right. 

Mr. Korman. The testimony that we had from finance companies 
and from dealers is that competition holds it down considerably. This 
is simply the maximum and generally the rates are not that high. 

Mr. AperNneTuy. How do you determine if a car is a year old or 
2 years old? 

Mr. Korman. By the model that is put on it by the manufacturer. 

Mr. Apernerny. It’s not really the age of the car, it’s the model 
of the car. 

Mr. Korman. It’s the model; it may be a new car that is a year 
old would be classified as a 1-year-old car, you see. If it was a used 
car, however, it would also take the age limit that was placed onit 
by the manufacturer’s earmark. 

Mr. ABERNETHY. Suppose the dealer has in stock a number of auto- 
mobiles new 1960 model at a time when the 1961 models come out. 
What rate of financing does the 1960 model take? 

Mr. Korman. The 1960 model would come in class 2, which is a 
1 year old. 

Mr. ABERNETHY. Although it’s a brandnew, unused automobile? 

Mr. Korman. Although it’s an unused automobile/it would take 
the 1-year-old classification, that would be class 2, for/the reason that 
we are told that the resale value of that car was down merely by the 
changing of the model, and that is the criterion under which these 
rates are fixed. 

Mr. Downy. Will the chairman yield? 

Mr. ABERNETHY. Sure. 

Mr. Downy. As I read the bill that is not exactly right. The 1961 
model cars will come out, say, in 1960, this year, and they would still 
be class 1 until January of 1961. Any domestic motor vehicle is 
designated by the manufacturer by year model, not earlier than 
the year in which the sale is made. 

Mr. Korman. Not earlier than the year in which the sale is made. 

Mr. Dowpy. In August of this year you will have 1961 models 
of the car. 

Mr. Korman. I don’t think they come out until October. 

Mr. Dowpy. Say September. 

Mr. AperNnetuy. He said October. 

Mr. Downy. Say October then. 
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Mr. Korman. Maybe from October to December this would take 
the class 1 rate. 

Mr. Downy. It may be, or would it, now? I’m reading the words, 
just exactly what the bill says. 

Mr. ABERNETHY. Where are you reading? 

Mr. Downy. On page 4, line 7. 

Mr. Korman. I think I would have to agree, Mr. Dowdy, that 
would take a class 1 rate up until December, that is the lowest rate. 

Mr. Downy. Until January 1. 

Mr. Korman. Until January 1. 

Mr. Downy. Right. 

Mr. Korman. After January 1 it would come into class 2. 

Mr. Downy. I think that’s right. In other words, we’re making 
a record here that may be looked to some day for the construction 
of this bill, and I just want to be sure that we understand it. 

Mr. Korman. Yes, sir; I would say under this language that that 
will take the class 1 rate until the end of December. I may say, sir, 
that these rates were discussed at some length and we concluded to 

ut before the Congress the rates set forth in the model bill, having 
ooked at the various bills, various laws which are in effect in some 30 
States throughout the country on this subject. Many of them are 
higher than what we have put in as the maximum for the District of 
Columbia. We followed the model law that was submitted to us 
because it was apparent to us that the best features of all of the laws 
throughout the country on this subject were incorporated into that 
model law. As you go forward through the bill, you will see that 
there is a similar provision in this bill that is in the law which was 
passed by the Congress just a few years ago regarding pawnbrokers 
in the District of Columbia, where the Congress fixed the maximum 
rate and provided that the Commissioners of the District might, 
from time to time, hold hearings to determine the economic condi- 
tions and other factors that might affect the rate, and permitted them 
to change the rates so as to allow a fair return to those who were 
investing money in it, and so as to provide that the public would not 
be gouged, and that same provision is in this bill. 

Mr. AserNetHy. Would you. tell us now the mechanics of this 
legislation? We’re talking about rates all together now. What does 
the bill do besides fix rates? 

Mr. Korman. The bill fixes the limits of charges for financing on 
automobiles. 

Mr. ApprNetHY. How do you enforce them? 

Mr. Korman. It is enforceable by license. The Commissioners 
have the authority under the license law of 1932 to license any business. 

Mr. Anernetuy. Do you provide for licensing in the bill or do you 
depend on your current statutory authority for licensing? 

Mr. Korman. We provide for licensing under the current statutory 
authority, but we ask the Congress to give the Commissioners greater 
authority than what they now possess under the general license law, 
(1) by specifically providing for the passage of the regulations to en- 
force this bill, regulations to be enacted by the Commissioners, and (2) 
authorizing the Commissioners to require bonds of all licensees under 
the general license law when, in their opinion—bonds or other 
indemnity—when in their opinion, it is necessary to protect the 
public, and providing that actions may be filed on those bonds, directly 
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against the bonding company and the licensee, by any member of the 


public who may find that he has been bilked by violations of the law | 


or regulations under which the licensees operate. 


Mr. ABERNETHY. Then a prospective dealer in automobiles under | 


under this act would apply to the Superintendent of Licenses for a 
license; that’s the first step. 

Mr. Korman. Yes; that’s right, sir. 

Mr. AperNetuy. And who would determine whether or not this 
particular applicant should file or post with the Superintendent a 
bond? 

Mr. Korman. The Commissioners would determine that in the 
first instance as to whether dealers in automobiles, whether finance 
companies, whether salesmen, whether any licensee of the District 
should be required to post a bond, and it would be on a class basis. 
It would be a determination by the Commissioners that that particular 
industry, not only required licensing, but required as a prerequisite 
to obtaining a license, the posting of a bond, to protect the public, 


and the bill would place in the Commissioners the authority, after | 


public hearing, to make such a determination. 

Mr. ABERNETHY. Suppose two applicants appear at the same time. 
The Commissioners make the determination, they determine appli- 
cant A is to post a bond, applicant B does not. 

Mr. Korman. No, sir, that would not come about that way. 


Mr. Apernetuy. I see. In other words, they would determine | 


whether or not bond would be required of all of them. 

Mr. Korman. That’s right, sir. 

Mr. ABERNETHY. Or not at all. 

Mr. Korman. That’s right. It would apply to various classes of 
business. That is, it might apply to finance companies and not apply 
to barbershops, for instance. It might apply to automobile dealers 
and not apply to pool hall operators, but if it applied to pool hall 
operators, it would affect all pool hall operators, and so as to the vari- 
ous occupations that are licensed. 

Mr. Apernetny. All right; now the license. I’m trying to get at 
the mechanics. The license having been granted, of course that en- 
titles that applicant to do business in this particular field. 

Mr. Korman. That’s right, sir. 

Mr. AserNetny. All right, sir. What sort of policing does the bill 
establish to see that the act is carried out? 

Mr. Korman. Well, again, I refer to the provision that authorizes 
the Commissioners to make regulations to enforce this particular bill, 
and in certain particulars we have asked the Congress to specifically 
authorize the Commissioners, not as a limitation but as a statement 
of some of the possible provisions that might be enacted by the Com- 
missioners into regulations. You will find those, sir, on page 6 of the 
bill which is before you, and they are enumerated thusly: The author- 
ity to make regulations governing the form and substance of instru- 
ments of security; requiring that installment payments under the 
instruments of security be made—it now reads ‘at regular intervals 
in substantially equal amounts,’ but we would like to suggest an 
amendment to that. Mr. Bryan will give to the committee a list of 
amendments. In that particular case, it is suggested that the lan- 
guage be changed to read, “requiring that installment payments 
under instruments of security be made in such relative amounts and 
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AUTOMOBILE FINANCING 13 
in such intervals as the Commissioners may determine,” so as to give 
some flexibility to the regulation that the Commissioners may pro- 
mulgate. 

In that regard, that, Mr. Dowdy, I think would take care of the 
question you asked the Commissioner about the amount of payments 
and the amount of downpayment. 

Mr. Dowpy. Downpayment I’m particularly interested in. I 
think the selling of anything, particularly automobiles, without any 
downpayment is one of the worst things that can possibly happen. 

Mr. Korman. We quite agree, and that was discussed at some 
length, and there definitely will be regulations under this bill, if it is 
passed into law, that will particularly deal with the question of down- 
payments, because it is recognized that no automobile can be sold 
on the downpayments which have been advertised in the industry of 
a dollar or $5 or what not, it’s just a come-on. Arrangements are 
made by the dealers under which unsuspecting purchasers only put 
down a dollar or $5, as the case may be, and are required in a very few 
hours in some instances, or a few days in others, to bring in a tre- 
mendous amount of money to bring the downpayment up to the 
amount that they must obtain in order to finance the balance. 

Mr. Dowpy. That’s where the second notes, the viciousness of 
which was demonstrated in the newspaper articles Miss Ottenberg 
wrote, that we spoke about a while ago. 

Now, there’s one other point. I would like it understood, I haven’t 
read all of these requirements closely, but how about these balloon 
notes on the end; are you going to eliminate those? They ought to be. 

Mr. Korman. Yes, sir; that is definitely in contemplation. That 
will come under those particular provisions that I have been reading 
to the committee. I’ve read only two of them. That is, you see, 
this one requiring installment payments under instrument of security 
be made in such relative amounts and in such intervals as the Com- 
missioners may determine. That would permit the commissioners to 
require that all payments be approximately of the same amount so 
that there would not be these balloon payments. However, there are 
instances where some flexibility is possibly needed. 

For instance, we were told in the discussions that we had that special 
arrangements are sometimes made in the case of schoolteachers, who 
are paid on a 9- or 10-month basis, and that sometimes the payments 
are spaced out to take care of the manner in which they receive their 
income. Also we are told that automobile salesmen are required in 
the course of their business practice to get a new car as soon as one 
comes out, and that’s quite understandable. They may owe a sub- 
stantial amount on the car that they have bought previously, and 
some arrangement would have to be made which would not be violative 
of the eaeiaiians so the full amount that they owe at that time might 
be paid off. 

So there are special cases that have to be taken care of. Those two 
come to mind; others were suggested to us, but we particularly will take 
care of those situations so that the difficulties that have arisen and the 
bilking of the public by virtue of balloon notes will be eliminated. 

Mr. Dowpy. The reason I’m interested in those particular things 
I’ve been asking the questions about, some years ago there was an 
unscrupulous finance company that practiced the same sort of things 
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apparently some of the automobile dealers have here. They got 
some friends of mine, and I got interested in the thing, and the only 
way I could get at them was through the usury laws of the State 
Texas, and J started out, people found out I was after them and othe 
came tome. Finally we put that concern completely out of businesg, 

Mr. Korman. Well, sir, it is definitely contemplated that if thi 
bill is enacted into law, regulations will be drafted that will take care 
as far as it is humanly possible, of all of the ills that are in the indust 
that have come to our attention, largely by virtue of the series ¢ 
articles that appeared in the Star in recent months. 

Mr. ABERNETHY. Mr. Korman, we have proceeded with the hearing 
this morning as though everybody knows what the ills are. There’s 
nothing in this record now to show what this bill proposes to corree 
Would you state, briefly for the record, what benefit will come to th 
consumer, the user, and purchaser of automobiles, from this legislation 

Mr. Korman. Yes, sir; some we have just been discussing. The 
next provision specifically would authorize the Commissioners té 
require that amounts due under instruments of security may be paid 
in full and that the unearned charges, whether for finance, insurance, OF 
for other purposes, attributable to or resulting from such prepayments 
shall be refunded or credited. That will take care of the situation 
where an individual wants to buy a new car, for instance, and still 
owes a considerable balance on one that is being financed and wan 
to pay it off. It has been said, or reported to us, particularly through 
this series of articles, that the finance companies will not allow any 
deduction of the total amount of finance charges. Under this, the 
Commissioners would be authorized to, and expect to, pass regulations 
which would require the return in such an instance of the unearned 
portion of the finance charges, insurance, and so on. 

Now to answer the chairman’s question, I would like to put im 
evidence a pamphlet which is entitled ‘Used Car Buyer Beware.” 
It is a compilation of a series of articles published in the Washington 
Star, which was an expose of what is termed “the used car racket.” 

Mr. AspEerNeTHY. That will do just what I’m trying to make ¢ 
record of now so we’ll understand it, but the record doesn’t show iff 
at this time. Without objection, that will be made a part of the 
record. 

(The pamphlet ‘‘Used Car Buyer Beware’’ reads as follows:) 











